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EDITORIAL DEPARTMENT NOTE 


articles in this issue of the Bulletin deal with the “plan 
and control” phase of industrial accounting. They emphasize the 
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PROPOSED PROCEDURE FOR DETERMINING 
MACHINE CAPACITY 


By Vincent D. Geers, Manager, Material Control, 
Caterpillar Military Engine Co., Decatur, Ill. 
Shortage of Machine Tools 

In less than two years American industry, starting from scratch, 
has not only caught up with, but has surpassed, the war production 
of the Axis. American industries have equipped our factories with 
the necessary tools in which to turn out vast quantities of war 
weapons. Despite the above accomplishment there is still a short- 
age of machine tools and every machine in our possession must 
operate every working hour to reach our goal. When the defense 
program was undertaken, the tool industry was asked to supply 
ninety-five thousand machines as quickly as possible. At that time 
there were two hundred-fifty manufacturers who in peacetime 
had produced some 25,000 machines a year. As the production 
program expanded, the Army, the Navy, and the Air Force de- 
manded more machine tools. Today more than 1,000 machine 
tools are being shipped to war factories every twenty-four hours. 
Each succeeding month all previous records are shattered.' 

The machine’s importance springs, from the fact that almost 
every metal product, from screw-drivers to tanks, is made with 
machine tools. Machine tools are a tailor-made product, but in 
order to meet the production program, industries other than those 
engaged in machine tool manufacture were called upon to assist 
in meeting the demand. For example, a laundry machine company 
is producing radial drills, an automobile body builder is making 
planers and boring mills. 

The above indicates the importance, in individual plants, of as- 
signing to available machines their proper load of production to 
accomplish the desired result in an efficient and economical man- 
ner. The problem is more than allocating jobs to machine; it must 
be balanced by the proper assignment of manpower, so as to hold 
idle machine time and idle man hours to a minimum and yet pro- 
vide sufficient time for machine maintenance and overhaul. 

Re “Machine Tool Builders,” Engineering News- 
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Obviously, statistical records, to permit intelligent planning, 
must be prepared in short order to be of value. Manual prepara- 
tion, therefore, has been superseded by mechanical methods con- 
sisting of punched cards and tabulating devices. 


. Location of materials and machinery in the plant, or “Plant 
Layout.” 

2. Determination of the capacity of the machine. 

3. Purpose of statistical records. 


Plant Layout 

The layout of a plant is determined by the product to be manu- 
factured and the flow of work through the plant. It is, therefore, 
necessary to know the processes through which the material must 
pass. In our case, we found it advantageous to make template lay- 
outs; that is, draw a plan to scale of the plant and make a small 
cutout of cardboard, also to scale, for each machine which is to go 
into the layout. Technical papers were consulted ; visits were made 
to other plants doing similar types of work; a policy was formu- 
lated as to the number of hours the machines were to operate ; set- 
up time was determined for each class of work; base time for 
each operation was established ; and practical lot sizes of parts to 
be manufactured were determined. Wherever possible we com- 
bined operations, or changed the sequence of operations, in order 
to save manufacturing time, labor costs and floor space. 

The proper arrangement of equipment is also important for effi- 
cient production. Machines should be located so that a minimum 
of material handling is required. Material should follow a straight- 
line flow insofar as possible. Adequate space should be provided 
around each work center. 


Machine Capacity 

In order to schedule work through the plant, exact knowledge 
of machine capacity available is necessary. Each job routed to a 
machine decreases its capacity for additional work during a given 
period of time’ and it is essential to know whether the time left 


available is sufficient to take care'of the additional work. The ma- — 
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chines necessary for each operation must be carefully balanced, 
otherwise a delay on any operation would cause a <sigeation in 
the plant. 

All machines are scheduled to operate on the basis of twenty- 
one (21) hours a day, twenty-five (25) production days a month, 
or five hundred twenty-five (525) hours per machine per month. 
The remaining three hours per day are set aside for rest or main- 
tenance purposes. We cannot over-emphasize proper and regular 
maintenance to prevent delays on production equipment. Regular 
inspections are to be made and all abnormal conditions are to be 
corrected either by reconditioning the machine or replacing the 
worn part or parts. As we all realize, machine wear has increased 
as the result of more hours of production. 

Few plants succeed in loading their machines to ideal capacity 
for a scheduled period of time where no reliable machine load 
records are maintained. Most foremen will declare that all ma- 
chines are loaded to capacity, but overlook the gaps between loads 
because they cannot possibly observe all the machines all of the 
time. 

If we try to force more output from a machine than it is de- 
signed to deliver, overloading results. At first thought this might 
seem to be a good method to reduce costs. This is an incorrect 
view, since such use will greatly increase maintenance costs and 
shorten the life of the machine. At times, temporary overloading 
is permissible to meet temporary emergencies. At such times, the 
production elements of the job predominate, the cost a being 
secondary to the actual getting of volume. 

Underloading means getting less production from a machine 
than it is designed to deliver. This condition is more common than 
overloading and is often more difficult to avoid. Underloading 
may arise from poor balance of equipment. To meet such emer- 
gencies it may be necessary to use a machine which normally would 
not be assigned to the job. Many such cases are unavoidable. 

Idle equipment always increases costs. Most of the overhead 
caused by a unit of equipment goes on whether it is used or not. 
It is the responsibility of the foreman so to plan his work that he 
will have as few idle machines as possible. This is one of the 
methods by which cost control is maintained. 
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Purpose of Records 
Machine load records are set up and maintained for two prin- 
cipal purposes : 
1. To forecast the machine hours required at various levels of 
production and thereby permit advance planning for— 
(a) Sub-contracting. 
(b) Second and third shift operation. 
(c) Additional machines. 
2. To provide current information to— 
(a) Show up bottlenecks before they become serious. 
(b) Assist the planning department in routing work 
orders. 
(c) Furnish accurate excess machine hour capacity to the 
government, and 
(d) Furnish records to management. 
Machine Burden Forecast 
Our product is to be manufactured according to schedules au- - 
thorized and released by the administrative department. The 
schedule consists of a definite number of units to be manufactured 
in a definite period of time according to a specific bill of material. 
For each part manufactured in our plan the planning depart- 
ment supplies a production work order which also serves as a 
route sheet. Exhibit 1 shows the face of this order, and Exhibit 2 
the back. This form shows the: 
Part Number 


and other pertinent data regarding the part. 
The sequence of operations and routing of the production work 
order is important and is performed by a person who is thoroughly 
252 
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Pace, C. Bore, turn 0.D. Undercut 
chamfer, thread and cut off 


Mill Flats 
Drill & C'Sink hole 
Pace & Chamfer 

-Burr & part No. & Vendors 


EFFECTIVE OATE | X 


MATERIAL 
S.A.B. 1113 C.F. Steel 1.625 Round 


familiar with the character of the work to be done, since the 
method of doing the work may have a noticeable effect upon the 
time and cost of production. 

As production work orders are received by the material control 
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Exuusrt 2 


department, one card (Exhibit 3) will be punched for each oper- 
ation, for each part showing the unit hours per piece. These cards 
will form the machine load master file. When completed this file 
will contain one card for each operation for each work material 
part in the unit. 
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A machine load forecast at any level of production may be ob- 
tained in the following manner: The material control department 
will determine the quantity of each part required to produce the 
units specified. This quantity will be punched in a parts schedule 
card. Machine hour cards will be automatically reproduced from 
the machine load master file at a speed of 100 per minute. Simul- 
taneously, the quantity of each part required will be gang punched 
into these cards. The machine hour cards will then have punched 
the number of pieces and the unit time per piece. The machine 
load for each operation will be automatically calculated by the 
multiplier and punched into the cards. 

The machine hour cards will be sorted by class of machine and 
machine number and the machine load forecast automatically tabu- 
lated. On this report each machine will be grouped by class. The 
setup hours and running hours for all operations performed on 
each machine will be accumulated. 

The time required to obtain a machine load forecast for a unit 
containing approximately 1,000 parts, and averaging ten operations 
to a part, would be approximately sixteen working hours. 
Current Machine Load 

As work orders are issued by the material control department, a 
parts schedule card will be punched for the quantity of each part 
ordered. Machine hour cards will be reproduced for each part 
ordered from the machine load master cards for that part. Ma- 
chine load will be calculated and punched on the multiplier. These 
cards will then be filed in the current machine load file by part 
number. 

As the material control department posts an operation as com- 
pleted on the reverse side of the production work order, the cor- 
responding operation card will be removed from the file. This file 
will at all times represent the work in process or ahead of the shop. 

When the first operation is started on any part, the machine hour 
cards for that part will be placed in the active machine hour file. 

The current machine load report will be run once a month. At 
this time, the cards in the active machine hour file will be repro- 
duced to a new set of machine hour cards, and the quantity com- 
pleted will be marked on the cards from the work order sheets. 
The quantity will be punched on the mark-sensing reproducer. 
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The quantity will be extended by the unit. time per piece and the 
compleied machine hours punched into the card. The inactive, ac- 
tive, and completed machine hour cards will be sorted by machine 
number and machine class and the current machine load report 
automatically tabulated. The machine hours in the active and in- 
active cards will add and those in the completed cards will sub- 
tract. The resulting machine hour load report (Exhibit 3) will 
show the machine hours, setup hours, and number of setups for 
each machine grouped by class of machine. 

The time required to produce this report, estimating three work 
orders in the plant for each part, and 5,000 in process operations 
will be: key punching, 12 hours; multiplying, 8 hours; sorting, 14 
hours ; tabulating, 8 hours. Elapsed time from start to finish will 
vary from 2% to 5 days depending on availability of equipment. 
A report on specific machines or class of machines may be ob- 
tained in a few hours at any time during the month. 

An interpretation of the data shown on this report (Exhibit 4) 
may be of interest. Obviously, the information desired is contained 
in the last two columns on the right side of the form. Thus the 
report indicates that Machine #25 will be in productive use 243 
hours during a month and that 60 additional hours will be required 
for setups. Bearing in mind the anticipated productive time of 525 
hours, referred to previously in this paper, Machine #25 is not 
overloaded. On the other hand, Machine #32, for which 704 pro- 
ductive hours and 57 setup hours are planned, is overloaded. Im- 
mediate planning is therefore necessary to reroute certain parts to 
other machines which have available time. If such overloading 
persists additional machines of the type of Machine #32 may be 
necessary. Another remedy may be a rearrangement of the ma- 
chines in the plant to relieve the overload on Machine #32. 


Importance of Machine Load Records to Management 


Prior to the time of issuance of a production schedule, the pro- 
duction program will be discussed by a management group consist- 
ing of the vice-president, works manager, material control man- 
ager, purchasing agent, and others who may be affected by radical 
changes in the production program. In order to discuss the pro- 
duction program intelligently this group must have current machine 
load information. 
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If the production program is to be increased or retarded it is 
essential that this group have the following information : 
If production is to be increased 
1, The machine hours necessary to produce the additional 
units. 
2. The data when surplus machine hours will be available. 
3. When to schedule purchases so as to provide for a suffi- 
cient supply to meet production needs. 
4. When to increase employment to meet the increase in 
production. 
If production is to be retarded 
1. Idle machine hours of each class of machine. 
2. At what point to retard production. 
3. When to stabilize employment in proportion to retarded 
production. 

These reports will enable management to cope with present-day 
complexities. Any production program, however large and diverse, 
will remain at all times a clear picture to those responsible for 
tt. 


42 

5 

259 


N. A.C. A. Bulletin November 1, 1942 


EXPENSE BUDGETING 


By Charles Pendlebury, 
Veeder-Root, Inc., Hartford, Conn. 


Definition of Budget 
" connection with budgeting is a definition. Since we have striven 
to approach the whole problem of expense control in the simplest 
and most understandable manner, we have arrived at this simple 
definition: “A budget is a common sense standard used as a guide 
in the control of expenses.” This definition is not the one with 
which we started, but is the one which ten years of experience de- 
veloped. We were a lot more theoretical ten years ago than we are 
now, and we have found that the value of a budget is directly pro- 
portional to its simplicity and ease of understanding. 
Need for Budget 

No one will argue, I think, that in ordinary times it is desirable 
to have a reasonable standard or a bogey to shoot at, and something 


to shoot at, some par, cannot help but have a stimulating and bene- 
ficial effect, resulting in reduced costs and increased profits. 


At the present time, which is far from ordinary, all of the above | 


reasons for the control of expenses still hold good, and in addition, 
the elimination of waste both in manpower and in the use of ma- 
terials is a patriotic duty. A few points reduction in expenditures, 
taken over the country at large, would result in enormous savings 
which could supply a lot of the materials which would help us to 
Budgets Based on Sales Forecasts Not Practical 

We have tried with very little, and in fact practically no, suc- 
cess to base our expense budgets on sales forecasts. Our business 
is not an “off-the-shelf” business, and even by using the amount of 
business which we have actually booked, we have found it impos- 
sible to determine our activity for any period in advance, since 
schedules of our customers are continuously being revised and 
what might look like a good month at the beginning might turn 
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out to be a very poor month, depending upon our customers’ re- 
leases. Fortunately, the reverse is also true. 

While we realize that the ideal condition would be to tell our 
supervisors in advance how much money they should spend for 
their various expenses, we cannot do this without the risk of 
making wild and ridiculous forecasts which would tend to destroy 
the confidence which the operating departments have, we think, in 
the fairness of the budgeted allowances. Therefore, we do what 
we consider is the next best thing, and furnish our department 
heads, periodically, a report of their actual expenses compared to 
their budgeted expenses based on their actual activity during the 
period. A good, sensible question in this connection would be, 
“What good is this report after the money has been spent?” The 
answer is that after a comparatively short period of experience the 
supervisor can sense when his activity is falling to such an extent 
that he should reduce expenses, because he knows that when ac- 
tivity is reduced his budget is going to be smaller. 


How Allowances Were Originally Set and How They are Cur- 
rently Corrected 

The budget allowances were originally computed by the account- 
ing department using a scatter chart and past performance records 
to determine trends. These trends were adjusted for known 
changes in conditions and the adjusted trend lines were converted 
into cents per activity factor. : 

These allowances were discussed with the department heads and, 
where necessary, further adjustments were made. This did not hap- 
pen often because the department heads, at that time, did not have 
the necessary information and experience to disagree. However, 
we told them frankly that the allowances as set by the accounting 
department were, in our opinion, fair allowances, but if, after a 
trial, they appeared to be incorrect, it was their right and duty to 
appeal to the budget committee for adjustment. 

This point of making the foremen take the initiative in request- 
ing changes in allowances is very important since they can never 
use the alibi that the budget is unfair. It is a part of their job to 
object to budgets which they think are unfair and if they have not 
objected and proved to the budget committee that the budget is un- 
fair they’ve got to take it on the chin whenever they spend more 
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than the budget allows. This makes for a healthy condition. It 
makes the foremen a part of the plan and thereby makes him think 
more about expenses, and it also keeps our budgets up to date and 
eliminates the necessity of a complete review at either the end or 
the beginning of the year which is always the busiest time in the 
accounting department. 

We have a regular form of application for change in the budget. 
This form is sent by the applicant to the budget department where 
certain other information such as the record of past performance 
is added and then the application is routed to the other members 
of the budget committee for consideration. This application is then 
returned to the budget department which notifies the applicant of 
the action taken and makes the approved budget adjustments, if 
any. 

Basis of Setting Budgets 

A long time ago we found that most supervisors look at their 
department’s expenses in relation to their department’s activity. 
We agree that this is the thing to do, and expense allowances are 
based on the activity factor which most nearly relates to the ex- 
pense. This may be productive hours, total payroll of their own 
department, total payroll of the plant, or any other basis which 
best fits the condition. More details about this later. - 


Budgets for Productive Factory Departments 

Whenever possible, and with very few exceptions, our budget 
allowances are directly proportionate to the activity, and where the 
allowances cannot be directly proportionate to activity, we consider 
as a minimum allowance the amount of expense that we consider 
the minimum at the lowest point of activity which, let us say, 
would be just above zero. This statement will also be clarified as I 
attempt to give you, in general, the budget bases for the various 
kinds of controllable expenses which we have. These are: 


1. SUPERVISION 


Roughly, the allowance for supervision starts at zero activity at 
35 per cent of the supervisor’s present salary. This 35 per cent is 
arrived at as follows: Somewhere along the line between our 
present and zero activity there will be a 30 per cent reduction in 

262 


Y 


vis 

suc 

ab 

pe! 

at 
of 
do 
chi 
| 35 

2. 
an 


November 1, 1942 N. A. C. A. Bulletin 


wages (from past experience). Also, at the lower activities super- 
visors will be required to perform other than supervisory work, 
such as setup, clerical, and if the activity drops low enough, even 
productive labor. The charges to these other jobs would be made at 
about one-half the supervisor’s wage rate, which would leave 35 
per cent of his present salary charged to the supervision account 
at that lowest point of activity. In other words, his present salary 
of 100 per cent would be subjected to the reduction, bringing it 
down to the 70 per cent, and of this 70 per cent one-half would be 
charged to other than supervisory work, leaving the remainder of 
35 per cent as a supervision charge. 


2. CLERICAL BUDGET 

Since we are, at this time, talking about productive departments, 
and the timekeeping function is not charged directly as a con- 
trollable expense to the productive departments, the remaining 
clerical work is usually of a nature that can be absorbed by the 
foreman when low enough activity is reached, and therefore we 
start clerical allowances at zero at zero activity. Since clerical work 
is so small a portion of the activity of the department, the allow- 
ance for clerical expense does not rise very fast, and the allowance 
line crosses a point determined to be that at which one clerk at 
the prevailing wage will be required, and continues on to the point, 
on a straight line, which will allow two clerks at double that activ- 
ity. Practically speaking, this line goes up in steps rather than as a 
straight line, but much can be accomplished by working longer or 
shorter hours, and by putting somebody on for a few hours a day 
to make up the difference between what is needed and the one 
clerk that is on the payroll. 


3. Non-Propuctive Lasor 

This allowance also starts at zero at zero activity on the theory 
that where a non-productive hand is not necessary full time he 
can do some productive work, or in the reverse, a productive hand 
can do some of the non-productive work. The allowancé for non- 
productive labor is a fixed amount per productive hour. 


4. SUPPLIES 
Since the use of supplies, as we define them, is directly in pro- 
portion to the activity of the department, this allowance starts at 
263 
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zero and goes up in a straight line, with a constant allowance per 
productive hour. 
5. PERISHABLE TOOLS AND EQUIPMENT 


This allowance is also a constant allowance per productive hour 
and starts at zero at zero activity, following the same reasoning 
used in determining the allowances for supplies mentioned before. 


6. MAINTENANCE 

Allowances for maintenance, we think, should also be directly 
in proportion to activity, and therefore the allowance starts at zero 
at zero activity, with a constant allowance per hour. Maintenance 
is, perhaps, one of the easiest items on which a foreman can make 
a good temporary showing simply by neglecting the proper upkeep 
—of tools especially—and we ran into this condition, which is 
quite common when maintenance expense is budgeted. It had been 
our practice to charge replacement of tools to the maintenance 
account, but we discovered, as we were afraid we would, that the 
supervisors, knowing that a replacement would be charged against 
them, kept doctoring up tools that should have been scrapped, and 
by not replacing these worn-out tools, increased their costs of 
direct labor and spoilage out of proportion to the savings on tools, 
To overcome this tendency, we changed our accounting methods so 
that all replacements of worn-out tools are charged to the cost of 
sales accounts of the products affected, and so that the foremen 
would not replace the tools and thereby avoid maintenance charges 
when tools just needed repairs, all of these replacements have to 
be passed on by the superintendent. Of course, replacements of 
tools due to breakage or any reason under the control of the super- 
visor, other than normal wear, are still being charged to his ex- 
pense account. This did not represent such a great change in our 
accounting methods, since it has been our practice to charge depre- 
ciation of tools to the cost of sales account rather than to the de- 
partment expense account, so as to leave our burden rates free of 
tool depreciation. We do a considerable amount of business, the 
tools for which have been paid for by our customers, and if we 
were to include the depreciation on our own tools in our expense 
accounts, and therefore in our burden rates, this would result in 
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a depreciation charge which would be unfair on those jobbing ac- 
counts for which the customer had already paid for the tools, as 
well as put us at a disadvantage competitively. 


7. OVERTIME Bonus 

This account is one which illustrates the necessity for keeping 
budget allowances in line with current conditions. With the adop- 
tion of the policy of paying time and one-half for overtime beyond 
forty hours, which we, like many of the other local manufacturers, 
started a long time before the advent of the Wage and Hour Law, 
the desire to keep overtime bonus payments to a minimum resulted 
in our making no allowance for overtime bonus on the theory that, 
properly managed, a department should not have to work overtime. 
But conditions have changed so in the last few years, and especially 
at the present time, that other factors enter into the picture which 
make it necessary for most of us to work more than the forty- 
hour week. Probably the fact that the defense industries in this 
district are working more than forty hours per week, has been the 
greatest factor in causing a lot of us who are not 100 per cent on 
defense work to step up our working hours to enable our men to 
make more money, so that we can compete with the defense indus- 
tries in the labor market. We, ourselves, have recently gone to a 
48-hour week, and since this is now a policy matter, and is not 
under the control of our supervisors, we have made an allowance 
for this overtime bonus. This allowance amounts to 8% per cent 
on the total payroll excluding overtime bonus, and now we have 
a budget that works two ways. If the budget exceeds the actual cost 
it indicates that the department worked less than 48 hours, and if 
the actual cost exceeds the budget it indicates that more than 48 
hours were worked. In either case a substantial difference indi- 
cates poor planning and that the company policy is being violated. 
8. OrnEer Minor Expenses suCH aS TRAVELING EXPENSE, 

SUBSCRIPTIONS, ETC. 

In general, these classes of expense as they pertain to productive 
departments are negligible and a flat periodic allowance is made for 
each of them, since any attempt to control the expenditures in re- 
lation to activity would be impractical. 
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Budgets for Non-Productive Factory Departments 


In general, the allowances for factory non-productive departil 


ments are arrived at by the samé line of reasoning and by the same 
methods used for the factory productive departments, except that 
the base usually is different. A few of our non-productive depart- 
ments and the bases used, will give you an idea of the general plan. 
Some of these accounts also have a fixed allowance added, as for 
example, our general plant department allowance for non-produc- 
tive labor, where the fixed cost of guards 24 hours a day cannot be 
controlled. Here are a few of these non-productive departments, 
and the bases for expense allowances : 


GENERAL PLANT 
The non-productive labor, supplies, perishable tools and main- 
tenance, are based on direct labor hours of the plant served. 
Cost DEPARTMENT 


These expenses are based on payroll hours of all departments 
served. 


PurcHasinGc DEPARTMENT 
These expenses are based on payroll hours of all departments 
served, 

TRANSPORTATION DEPARTMENT 
These allowances are based on direct labor hours of plant 
served. 

Stores DEPARTMENT 
These allowances are based on direct labor hours of depart- 
ments served. 

Suippinc DEPARTMENT 
These allowances are based on sales shipped from plant served. 


First Arp DEPARTMENT 
These allowances are based on direct labor hours of plant 
served. 
PLANNING AND SCHEDULING DEPARTMENT 
These allowances are based on direct labor hours of all de 
partments served. 
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Payrott DEPARTMENT 
These allowances are based on payroll hours of all depart- 
ments served. 


TABULATING DEPARTMENT 


These allowances are based on payroll hours of all depart- 
ments served. 


Budgets for Administrative and Selling Departments 

In general, expenses of the selling and administrative depart- 
ments cannot be measured by the current activity of the factory 
expressed as either payroll, direct labor or sales. We have found 
that, in general, clerical salaries and supplies, which are two of the 
larger items of expense, are more nearly proportional to the num- 
ber of invoices written, and this is the base we use for determin- 
ing the budget for these expenses. Commissions and salesmen’s 
salaries and traveling expenses have been, in the past, based on 
iixed amounts with certain allowances for increased sales, but since 
an increasing proportion of business is now coming in without the 
effort of, and also possibly without even the knowledge of, a lot 
of our salesmen, these expense allowances will have to be adjusted 
to current conditions. A start is being made on these adjustments 
by eliminating certain defense sales from the base. 


Method of Presentation 


We have worked out a plan of presentation which we think is 
the best plan, considering our organization, for the conservation 
of our executives’ time. Briefly, this is how it works. Each fore- 
man gets a report of his own performance and his superintendent 
also gets a copy of the same report. The superintendent gets a 
summary of all the departments reporting to him, and a copy of 
this report also goes to the assistant factory manager. The assist- 
ant factory manager gets summary reports of everyone reporting 
to him, and a summary of all the reports that are sent to the as- 
sistant factory manager is made and sent to both him and the fac- 
tory manager. All of the reports that go to the factory manager 
are condensed and a summary of this report is given to the factory 
manager and also the president to whom he reports. In other 
words, every executive gets a report of the operations of each man ~~ 
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reporting directly to him, and of only those who report directly 
to him, and therefore is not burden: with a multitude of detailed 
reports covering the performances, of people who work for the 
other executives under him. 

To give you this in reverse, if the summary report of the factory 
manager shows any item out of line, he refers to the reports of the 
five or six men who report to him «directly to find out which man 
is at fault, after which he asks this man to explain the overrun. 
This man, let us assume, is a superintendent, who, if he has not 
already gotten the answer which is quite often the case, refers to 
the detailed reports of his foremen, and in that way traces down 
the department responsible for the overrun that was reflected in the 
factory manager’s summary report. The superintendent then asks 
the foreman to explain the overrun, and the foreman can do so 
because he has been furnished all details. This might sound like 
a long way round, but it was purposely set up this way so that 
everyone affected, from the factory manager through the super- 
intendent to the foreman, would have to explain the reason for 
any excess expenditures, and in this way become acquainted with 
the fact that their superiors were being currently informed of their 

_performance. It is only necessary to work this plan down from 
the top a very few times before the foremen and all of the inter- 
mediate executives check over their own expenses to be prepared 
with an answer in case their superior asks for it. For psycholog- 
ical reasons, we like to have them do this whenever they have a 
reasonable opportunity. We all realize that certain expenses can- 
not always be incurred evenly throughout the year, and for that 
reason we furnish all reports showing the results of the current 
period and the cumulative results for the year to date. It is very 
seldom that they are asked to explain an excess expenditure based 
on one period. The total for the year is also taken into account, 
and if this total is in line, the chances are slight that there will be 
anything said about any individual period. We feel that the method 
of presentation, the timeliness of presentation, and the ease with 
which the information can be used, have a great influence on the 
effectiveness of our system of expense control. In connection with 
timeliness, all reports are in the hands of the department heads 
sometime during the fifth day after the close of the accounting 
period, which in our case always ends on Saturday. 
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Changes in Reporting 

When we started furnishing reports of actual expenses and 
budgeted allowances to our supervisors, we thought it wise to fur- 
nish them reports of all of the expenditures in their departments, 
whether or not they were controllable by the supervisors, on the 
theory that it would be well to have them know how much it cost 
to run their departments. On those uncontrollable items, such as 
depreciation, we showed a budget equal to the actual charge, so 
that the net difference between the total budgeted allowances and 
the total actual expenses represented the loss or gain in running 
each department. Later we decided that this was not advisable 
since the uncontrollable items which were offset by a budget of 
equal amount carried so much weight that the percentage of loss or 
gain in the total did not stand out as we would like to nave it. An- 
other change in this respect which we found was very advisable 
was to eliminate both the budgeted allowance and the actual salary 
of our supervisors from their own report, since we felt that when 
they were working at high activity and their budget allowances 
were considerably more than their actual salaries, they might feel 
that it was an indication that they should get more money, and 
when their activity showed an allowance less than their salaries 
they might be wondering when the axe was going to fall. We have 
remedied this condition by charging their salaries to their imme- 
diate superior’s expenses, and by giving their superiors the budget 
allowance on the theory that, for instance, it is the superintendent 
who can determine the foreman’s salary and not the foreman him- 
self. Any sub-foremen who are working for the foreman are 
charged to the foreman’s expense account, since their salaries are 
controllable by the foreman. We have followed this plan right 
straight up the line and charge the superintendents’ salaries to the 
factory manager’s department, since he is their immediate superior. 
This seems to work very well, since the fact that these supervisors’ 
salaries are charged to their superior’s account seems to make him, 
the superior, a little more conscious of the salaries of these super- 
visors. I do not mean entirely from an expense control standpoint, 
since charging all of the foremen’s salaries to the superintendent’s 
account, for example, has resulted in the discovery of inequalities 
which should, of course, be eliminated. 
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The Effect of Taxes on Expenditures Should Be Disregarded 


In conclusion, I would like to mention the connection between 
expense control and high tax rates. I have heard it said in my own 
organization that since our taxes were in the highest excess profits 
brackets, a dollar spent for expense really costs us only 25 
cents. While this was true at the time, it still did cost us the 25 
cents, and perhaps what is more important, the continuation of 
such a policy, or perhaps I should say lack of policy, can have 
nothing but bad results in the end. Any policy of spending money 
which is not absolutely necessary and which is questionable of be- 
coming a profitable investment for the company is extravagance, 
which in itself is a habit very hard to overcome. If pursued in 
good times, it will make it just that much harder to get down to 
earth when we have to dig for a dollar’s profit as we had to do in 
years not so long past. I think we could all properly make a reso- 
lution to do our utmost to influence the managements of our com- 
panies to use as a measuring stick the profits before taxes, and 
not allow them to get into the bad habit of thinking that the gov- 
ernment is paying for 75 per cent of what we spend. 
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